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The Pattern of Recovery
ECONOMIC RECOVERY has been vigorous
since the recession low this spring. In the
current quarter, the dollar value of gross
national product will probably exceed the
record annual rate of $446 billion reached in
the summer of 1957, but the physical volume
of goods and services is unlikely to attain
the earlier high. The labor force, industrial
capacity, and productivity have increased
further and resources are ample for output
to rise well above the previous peak.
The recent downturn was shortlived and
moderate, but somewhat sharper than the
two preceding ones. In contrast with 1949
and 1954, when activity changed little for
a number of months after cyclical lows
were reached, recovery this time began im-
mediately. The level of economic activity
achieved by October, more than a year after
the cyclical peak, compares favorably with
levels reached in similar intervals after the
two preceding peaks.
The rapidity of recovery, notwithstand-
ing the initial strength of recession forces,
reflects many factors. Monetary and fiscal
developments helped to limit declines and
to stimulate recovery. Unemployment com-
pensation payments operated to maintain
consumer incomes. Consumer spending
declined little and soon began to advance
again. Greater availability of mortgage
credit facilitated a marked rise in housing
starts. Following sharp declines, both ex-
ports and business spending for fixed
capital leveled off early in the recovery
period. State and local government pur-
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NOTE.—Department of Commerce quarterly estimates, ad-
justed for seasonal variation. "Investment" includes producers'
durable equipment, private construction other than nonfarm
residential, change in business inventories, and net foreign
investment.
chases of goods and services rose without
interruption.
As aggregate consumer, business, and
government demand steadied and then
turned up, the rapid rate of inventory liqui-
dation moderated. These developments have
stimulated increased output of goods since
April, and in October industrial production
was almost two-thirds of the way back to its
August 1957 level. Output of nondurable
goods was at a new high. Durable goods
production, where declines in demand had
been concentrated, was still well below its
earlier peak.
As is typical of upturns, gains in employ-
ment have been less rapid than in output,
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partly because increased requirements are
first met by lengthening the workweek and
partly because productivity tends to rise
sharply during recovery. Nonfarm employ-
ment was 600,000 higher in October than
in April, but was still 1.8 million below the
pre-recession high. Unemployment has de-
clined in recent months, after allowance for
seasonal influences, but is well above a year
earlier.
Both recession and recovery have been
accompanied by relatively small changes in
prices. Average industrial prices have about
made up their small recession declines.
Prices of a number of basic materials have
advanced from reduced levels and steel
prices rose at midyear, but prices of most
finished goods have changed little. Con-
sumer prices have leveled off since spring,
after a sustained rise of 8 per cent from April
1956.
GOVERNMENT EXPENDITURES
Federal Government purchases of goods and
services have been advancing this year as a
result of larger defense outlays, pay in-
creases to civilian and military personnel,
and increased outlays for farm price sup-
ports. Estimates for the fiscal year 1959 in
the Midyear Budget Review indicate some
further increase in purchases.
Defense orders have been in large volume,
following sharp declines in the second half
of 1957. Research and development ac-
tivities in missiles, electronics, and atomic
energy have accelerated. The recent rise in
defense spending contrasts with a sustained
decline of $12 billion, annual rate, from the
end of the Korean War in mid-195 3 to late
1954, when recovery was under way.
Federal payments other than for goods
and services also influence economic activity
and add directly or indirectly to personal in-
come. By far the largest increase in dollar
amount over the past year has been in un-
employment compensation payments.
Other types of Federal cash outlay have
also risen. These include old age and sur-
vivors' insurance benefits, veterans' benefits,
grants-in-aid to State and local governments
(with a substantial increase in Federal high-
way aid), special housing assistance, and
interest payments on the public debt. With
payments to the public much higher and re-
ceipts lower, a large cash deficit has de-


































NOTE.—Seasonally adjusted series, except for prices. Bureau
of Labor Statistics data for employment and prices, and
Federal Reserve data for production. Industrial prices are
wholesale prices of all comodities other than farm products
and foods. Latest figures shown are for October, for which
consumer prices were estimated by the Federal Reserve.
Federal Reserve Bulletin: November 1958THE PATTERN OF RECOVERY 1255
State and local government purchases of
goods and services have continued to expand
in the recent recession and recovery, as they
have throughout the postwar period. Rapid
population growth, high and rising incomes,
large-scale movement to suburban areas, and
the increasing importance of the younger age
groups have maintained strong pressures on
educational and other community services.
Of special significance has been construction
of new facilities, such as schools and high-
ways.
BUSINESS INVESTMENT
The major contractive influence from the
summer of 1957 to the first quarter of 1958
was a decline in business investment outlays
of more than $ 17 billion, annual rate. Since
spring, the decline in outlays for producers'
durable equipment has leveled off, and the
rate of inventory liquidation has slackened
markedly. The decline in business construc-
tion appears to be halting in the current
quarter. Increased sales and substantial
gains in productivity have resulted in a rapid
advance since midyear in corporate profits
from their sharply reduced level.
The outlays for equipment and construc-
tion shown in the chart include some rise in
expenditures by farm operators, reflecting
the pick-up in farm incomes this year, as
well as continued expansion in capital out-
lays by nonprofit institutions for churches,
schools, and hospitals.
Fixed investment Nonfarm business
spending for plant and equipment has
changed little since midyear, but is likely to
be down one-sixth for 1958 as a whole. Ca-
pacity in both manufacturing and nonmanu-
facturing sectors is being further enlarged
as many expansion programs initiated earlier
are being completed. Steel capacity will






























adjusted for seasonal variation.
10
quarterly estimates,
erating capacity about 10 per cent in 1958.
The October survey by the McGraw-Hill
Publishing Company indicated that nonfarm
businesses planned to spend about the same
amount for plant and equipment in 1959,
and also in 1960, as in 1958. It may be
noted that past surveys taken at an early
stage of recovery, before the emergence of
strong pressures on capacity, have tended
to understate subsequent increases in capital
spending.
The 1957-58 decline in business outlays
for fixed capital was similar in magnitude
and duration to the decline in 1949 follow-
ing the first postwar investment boom.
Rapid retrenchment characterized most in-
dustries in both periods, with electric utili-
ties a major exception. In 1957-58, cut-
backs in expenditures by commercial com-
panies were only moderate.
In 1953-54, the drop in total business
capital outlays was both smaller and less
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abrupt than in the other postwar recessions.
In part, this reflected a tapering off in many
defense-related expansion programs well be-
fore the fourth quarter of 1953, when total
capital outlays began to decline.
Inventories. Moderate accumulation of
business inventories in the summer of 1957
gave way to liquidation at an annual rate of
$9.5 billion in the first quarter of 1958. This
adjustment was one of the largest on record.
In the third quarter, however, liquidation
was down to a rate of $5 billion and by now
is probably much smaller.
Liquidation of inventories was concen-
trated at the manufacturing level and was
mainly in durable goods lines. The sharpest
cuts were in the machinery and transporta-
tion equipment industries. In the third quar-
ter, liquidation in durable goods lines slowed
down, largely because of restocking in the
automotive industry. Inventories of non-
durable goods manufacturers have continued
to decline moderately.
Distributors' inventories also declined
moderately last winter, but since then have
changed little at most types of outlets.
Dealers' stocks of automobiles, however, fell
sharply through October.
EXPORTS AND IMPORTS
Foreign purchases of United States goods
and services have not changed much since
early this year, following a sharp drop. In
contrast, exports in 1954 were an expansive
element from the beginning of recovery. The
fall in exports after mid-195 7 exceeded $4
billion, annual rate. It reflected not only a
leveling off in aggregate industrial activity
abroad, but also production declines in in-
dustries such as steel and textiles where for-
eign countries had previously accumulated
stocks of imported materials and domestic
products. Economic activity abroad has
not yet started to expand again, and produc-
tion in some lines is well below capacity.
United States imports of goods and serv-
ices have changed relatively little during the
past two years. In the first three quarters of
1958 they totaled about $500 million less
than in the corresponding period of 1957.
Thus, through September, the impact of re-
covery in demand in this country was largely
confined to domestic production.
RESIDENTIAL CONSTRUCTION
Residential construction has been an expan-
sive influence this year, as in 1954. The
dollar value of private residential construc-
tion activity in October was almost one-fifth
above the May low and back to the
high established in mid-1955. Prices of
building materials and residential construc-
tion costs, which have risen somewhat in
recent months, are considerably higher than
they were in mid-1955.
In October, at a seasonally adjusted an-
nual rate of 1,260,000, the number of new
private dwelling units started was the largest
in the past three years. It was more than
one-third above the February-March rate,
which was the lowest since the spring of
1949. About 1.1 million units may be started
in 1958, compared with almost one million
in 1957 and 1.3 million in 1955. The num-
ber of public housing units started has also
increased sharply this year.
The increase in private housing starts this
year—like the large decline of preceding
years—has been mainly in units financed
under Federally underwritten programs. The
flow of credit for FHA-insured and VA-
guaranteed mortgages increased in re-
sponse to the general easing in credit mar-
kets during the recession, and to legislative
and administrative measures taken in 1957
and 1958.
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Conventionally financed mortgages have
been better able to compete with alternative
investment outlets in times of strong general
demand for credit than have Federally un-
derwritten mortgages. Thus, the number of
private housing starts financed under con-
ventional arrangements was comparatively
steady at a high level from mid-1951 to mid-
1957, and has since increased moderately.
CONSUMER EXPENDITURES
Consumer spending has been increasing
since spring, following a brief decline last
fall and winter. Outlays were at a new high
in the third quarter, one per cent above a
year earlier. In October, retail sales were
above the average for the third quarter.
Consumer prices have been higher than in
1957, however, and the physical volume of
consumer purchases has not yet regained
earlier highs. The decline in physical vol-
ume is larger on a per capita basis, with
a growth of 1.7 per cent in population over
the past year.
Durable goods. Consumer purchases of
durable goods declined sharply during the
recession, mostly because of slack demand
for 1958 model automobiles. Early reports
on sales of the 1959 models have been gen-
erally favorable. A clear demand pattern
has not yet emerged, however, since dealer
stocks have been low as a result of work
stoppages at automobile plants in October.
List prices for new models average about 4
per cent above last year.
Sales of new domestic cars are estimated at
4.3 million in 1958, compared with almost
6 million in 1956 and 1957 and a record 7.4
million in 1955. In contrast, sales of im-
ported autos through September were more
than four-fifths higher than a year earlier and
for 1958 they may exceed 350,000. Sales of
used cars have held up better than new
CONSUMER EXPENDITURES









NOTE.—Department of Commerce quarterly estimates, ad-
justed for seasonal variation.
domestic cars and prices have been strong.
The decline in automobile sales has been
accompanied by a substantial reduction in
the amount of credit extended. Repayments
have come down slightly and outstanding
automobile instalment credit, seasonally ad-
justed, in the first three quarters of 1958
showed the first substantial reduction of the
postwar period. Instalment credit terms
have continued easy.
Consumer spending for furniture, appli-
ances, and other household equipment de-
clined much less during the recession than
spending for automobiles. Moderate im-
provement in demand in the third quarter of
this year was accompanied by a much larger
increase in output, as efforts were made to
rebuild depleted inventories. In October,
purchases were close to the advanced third-
quarter level.
Nondurable goods. Consumer purchases
of nondurable goods, after a slight dip in
late 1957, have been rising fairly steadily.
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In the third quarter, they were up 2 per cent
from the year-earlier level and at a new
high. They continued strong in October.
A moderate advance in spending for food
over the past year reflects higher prices. In
September, retail food prices were 3 per cent
higher than a year earlier. Spending for
other nondurable goods has been increasing
slowly, with little change in prices.
Services. Outlays for services have main-
tained their strong upward trend and in the
third quarter were almost 5 per cent larger
than a year earlier. Prices of services have
generally continued to advance, but at a
slower pace than in 1957.
Expansion in outlays for housing and
household operation has continued, reflect-
ing higher rents, utility rates, and other costs,
as well as growth in the number of dwelling
units. Advances in expenditures for medical
care in part reflect further extension of pre-
paid hospitalization and surgical care pro-
grams and increased costs.
PERSONAL INCOME
A notable feature of all three postwar reces-
sions has been the near stability of personal
income. During the recent contraction the
decline was less than 2 per cent, and it
largely reflected sharp curtailments of em-
ployment and earnings in durable goods
manufacturing industries. Personal income
turned up in March, a little earlier than
other broad measures of economic activity.
A slight decline in October resulted mainly
from wage losses associated with work stop-
pages.
Wage and salary income has risen since
April in private manufacturing and non-
manufacturing industries. Employment
and hours have expanded, and hourly earn-
ings have resumed their advance. Govern-
ment payrolls are up substantially as a result
PERSONAL INCOME
Billions of doltors, annual rates









NOTE.—Department of Commerce monthly estimates, ad-
justed for seasonal variation. Transfer payments and labor
income other than wage and salary disbursements are included
with "All other." The July 1958 figures for the total and for
wages and salaries include lump-sum retroactive salary pay-
ments to Federal employees. Latest figures shown are for
October.
of increases in Federal pay scales and of
higher employment and pay in State and
local governments.
Unemployment compensation payments
were a major offset to loss of wages during
the recession. Payments increased somewhat
further after recovery began, in part reflect-
ing benefits provided by the Temporary Un-
employment Compensation Program that
became effective in late June. With old age
and survivors' benefits also significantly
higher, transfer payments in October totaled
almost $27 billion, annual rate, one-fifth
larger than a year earlier.
Privately negotiated supplementary un-
employment benefits paid to workers in the
steel, automobile, and other industries also
served to mitigate the decline in wage in-
come. These benefits are not included in the
total given in the preceding paragraph.
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Net farm income has been well above the
reduced level of last year. Delayed market-
ing of 1957 crops, sharply higher prices for
livestock, and larger 1958 crops have all
contributed to this increase. Production
costs have risen further.
Dividend payments in general have been
maintained despite sharp reductions in
profits during the recession. Other forms of
income are at or near their highs.
CONSUMER SAVING
Net financial saving by consumers was large
in the first three quarters of 1957, and re-
mained so throughout the recession. It con-
tinued near the year-earlier level during re-
covery in the second and third quarters of
1958. Consumer acquisition of financial
assets was smaller than in the middle quar-
ters of 1957 but the rise in consumer debt
was also smaller.
Consumers added large amounts to their
holdings of currency and deposits and sav-
ings and loan shares in the last two quarters,
but they reduced their holdings of United
States Government securities and added
smaller amounts than a year earlier to hold-
ings of other bonds.
Slower growth in total consumer debt,
evident since the end of 1955, continued
through the downturn and early part of re-
covery. Consumer credit outstanding de-
clined during the first three quarters of 1958
in contrast with a moderate rise in 1957.
Consumer mortgage debt grew at a slower
rate in the first half of 1958 than a year
earlier, but the rate of growth increased sig-
nificantly during the third quarter.
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